Multiple studies have investigated the relationship between divestiture activity and subsequent performance, and the results are mixed. This paper explores the relationship between divestitures and subsequent performance, the mediating role that firm strength has on said relationship, and the mechanisms by which divestitures affect subsequent performance. We find that divestitures benefit strong firms to avoid becoming a target for acquisition and to further growth, while they benefit weak firms with regards to their accounting performance. Findings also suggest that divestitures allow firms to free both financial and managerial resources that are later reinvested in the operational activities of the firm.
INTRODUCTION
Multiple studies have investigated the relationship between divestiture activity and subsequent performance. The results are mixed: several studies find that firms that have active divestiture strategies gain subsequent performance benefits (R. O. Hoskisson & Johnson, 1992 ; e.g., Markides, 1995; Owen, Shi, & Yawson, 2010) , while other studies have found the opposite (e.g., Bergh, 1995; Montgomery & Thomas, 1988; Wright & Ferris, 1997) or no (e.g., Woo, Willard, & Daellenbach, 1992) effect. Research has only begun to investigate alternative mechanisms that might produce the conflicting results.
This study investigates the extent to which divestiture affects multiple forms of performance is shaped by firm strength or weakness.
We frame this study using the resource based view of the firm, particularly drawing from Penrose's (1959) idea that firms can generate growth by drawing on their resource base. We extend the traditional argument to suggest that there is also a complementary Penrose effect that emphasizes growth opportunities firms can create by eliminating existing resources. This perspective provides relevant concepts to frame the analysis, without offering sufficiently fine-grained logic to motivate specific hypotheses.
Hence, we develop a set of research questions concerning divestitures and subsequent performance that we explore empirically; the results, in turn, provide a base for further theoretical development. We investigate the impact that divestitures have on multiple forms of performance, including survival, growth and profitability. In doing so, we examine two forms of mechanisms that will affect the relationship between divestitures and subsequent performance: those that free resources and those that invest the freed resources. We apply the study in the context of several hundred firms operating in the global pharmaceutical industry between 1977 and 2012. This paper contributes to the literature in two ways. First, it contributes to the resource-based view literature by shedding light on how firm strength shapes the way that eliminating resources via divestitures affects subsequent performance. We extend the traditional Penrose (1959) argument concerning resources and growth to argue that divestitures can free resources that can be reinvested in the firm, thus either helping weak firms retrench or strong firms continue improving. Second, we extend our understanding of how divestitures affect subsequent performance by exploring the mechanisms through which this effect may occur, particularly looking at what resources are being freed and how they are being reinvested within the organization. Overall, this work highlights the particularly strong role divestitures play in business reconfiguration for strong and weak firms. This paper, given its exploratory nature, has three parts. The first section provides a background of the literature and phenomenon, while developing our baseline theoretical arguments. The second section develops the logic for our first research question on how firm strength moderates the impact of divestiture activity on subsequent performance, followed by our results concerning this relationship. The third section then dives more deeply into explaining the mechanisms, particularly focusing on what resources divestitures free and how are those freed resources are reinvested in the organization, followed by our results concerning these questions. The final section discusses the implications of the results of both parts of the analysis.
BACKGROUND: RBV, DIVESTITURES AND PERFORMANCE
Resource based theory suggests that the possession of superior resources helps firms achieve competitive advantages (Barney, 1991; Wernerfelt, 1984) that can lead to above-average performance (Amit & Schoemaker, 1993; Helfat et al., 2007) . The related dynamic capabilities lens suggests that firms can reconfigure their resource base in efforts to retain or renew their competitive advantage (Helfat et al., 2007; Teece, Pisano, & Shuen, 1997) . The literature has examined how different modes of reconfiguration affect firm performance including acquisitions (Capron & Mitchell, 2007; Capron, 1999) , internal development (Karim & Mitchell, 2004) , alliances (Das & Teng, 2000; Kale, Dyer, & Singh, 2002; Kale & Singh, 2007) , and -to a relatively lesser extentdivestitures (Brauer & Wiersema, 2012; R. E. Hoskisson, Johnson, & Moesel, 1994; Moliterno & Wiersema, 2007) .
Divestitures -which include the sale, spinoff or liquidation of resources by an ongoing corporation -are a critical mode of reconfiguration by which firms can modify their resource base. Much of the literature on divestitures has examined antecedents that drive firms' divestiture activity (Berry, 2010; Duhaime & Baird, 1987; e.g., Duhaime & Grant, 1984; Hopkins, 1991; R. O. Hoskisson & Johnson, 1992) . The most common view of the divestitures among these studies is the idea that it allows firms to regain or retain competitiveness by raising resources and/or reducing excess capacity stemming from prior strategic decisions (Villalonga, 2004) in efforts to repay debt or to reinvest in new avenues that may drive future growth (Brown, James, & Mooradian, 1994) . A subset of studies has examined the relationship between divestitures and subsequent firm performance. Divestitures, by freeing resources that can be used to repay debt and improve a firm's financial position or that can be reinvested in new opportunities for growth, have potential consequences on the subsequent performance of firms. This set of studies, however, provides mixed results regarding the impact of divestiture activity on subsequent performance.
A few studies have found that divestiture activity leads to decreased subsequent performance. Wright and Ferris (1997) found that there is slight negative market reaction after the divestiture announcement. Bergh (1995) found a similar relationship between divestiture activity and subsequent accounting performance, particularly for firms divesting business units that were related to the core business. Montgomery and Thomas (1988) also explored this relationship and found that the effect of divestitures on performance is negative, and that, even though divesting firms are able to improve their subsequent performance relative to their previous level, their performance is lower compared to firms that did not engage in divestitures. A more recent study by Feldman (2014) focused on the comparison of subsequent performance of firms that divested legacy to those that didn't, and her findings indicate that the subsequent performance of firms that divest legacy businesses is lower than for firms that retain the, particularly when the divested unit is related to the core business.
A smaller subset of studies has found no effect between divestitures and subsequent performance. For example, Woo, Willard & Daellenbach (1992) showed that divestitures, spinoffs in particular, do not have an impact on subsequent performance.
A relatively larger number of studies have found that divestiture activity leads to improved subsequent performance. Hoskisson and Johnson (1992) find that firms that engage in divestiture activity have significant improvement in their accounting performance relative to competitors. A subset of studies found a similar effect to divestiture announcements on market performance (Alexander, Benson, & Kampmeyer, 1984; Hite & Owers, 1983; Jain, 1985; Mulherin & Boone, 2000) , and even on increasing the odds of survival by making firms less vulnerable to takeovers and bankruptcies (Powell & Yawson, 2012) .
Divestitures have also been positively linked to subsequent performance under a number of different conditions. Markides (1995) finds that the performance of firms improves after divestiture, but only for firms that have a proactive divestiture strategy and engage in sales of resources before others in the industry. Other studies have found that subsequent performance improves when the divested resource has a dissimilar human resource profile (Chang, 1996) ; when the divestiture allows the firm to refocus on the core by divesting unrelated businesses (Bergh, 1998) or non-core brands (Depecik, van Everdingen, & van Bruggen, 2014) , resolves corporate conflict (Ioannou, 2013) , or helps refocus after being overdiversified (Dittmar & Shivdasani, 2003; Markides, 1995) .
Moreover, some studies have found that not just the firm level performance, but even the subsequent performance of acquired units improves when the acquisition is done in combination with divestitures (Capron, 1999; Abor, Graham, and Yawson, 2011) .
These mixed results suggest that we need to further understand the role of divestitures as a mode of resource reconfiguration for firms. Traditionally, the resource based view has suggested that firms can achieve competitive advantage by reconfiguring their resources (Penrose, 1959; Barney, 1991) . Most of the literature in this area of expansion and growth has been focused on acquisitions (e.g., Capron & Mitchell, 2008) , alliances (Das & Teng, 2000; Kale & Singh, 2007 , and internal development (Karim & Mitchell, 2004) . Divestitures, however, have been consistently overlooked as a potential tool for growth. We argue that firms can use divestitures to draw from their base by freeing resources that can be reinvested within the organization, allowing weak firms to retrench, or strong firms to further continue their expansion. By divesting, firms can free financial and managerial resources that can be crucial for weak firms to retrench and for strong firms to continue pursuing their growth.
In the next section we explore the role of firm strength as a moderator of the relationship between divestiture activity and subsequent performance. Most of the literature on divestitures have focused on them as a tool used by weak firms in efforts to retrench (e.g., Chakrabarti, Vidal, & Mitchell, 2011) , even though the literature has found mixed results with regards of the role of prior firm strength on divestiture activity. In the next section, we explore the role that firm strength has on the relationship between divestiture activity and firm performance, in efforts to shed light to the intriguing set of mixed results found in the literature.
DIVESTITURES, FIRM STRENGTH AND PERFORMANCE
Firms can benefit from divesting as it frees up resources that might be crucial for retrenchment and growth for firms coming from positions of weakness and strength, respectively. The traditional view on the antecedents to divestitures suggests that firms coming from positions of weakness use divestitures in their efforts to retrench (Chakrabarti, Vidal & Mitchell, 2011) , as they free financial resources that can be used to repay debt (Brown et al., 1994) , or free managerial resources by refocusing on the core business of the company (Haynes, Thompson, & Wright, 2002 Markides, 1992 Markides, , 1995 . Thus, firms coming from positions of weakness would experience an improvement in their subsequent performance.
The divestiture of firms coming from positions of strength has been consistently overlooked in the literature. However, strong firms also benefit from engaging in divestitures, and potentially even more so than firms coming from positions of weakness.
Firms coming from positions of strength may be in the best position to decide what resources to release; unlike firms coming from positions of weakness, strong firms can take the time to think strategically and may be less likely to dispose of resources at a discount in the sole efforts to raise financial resources to ensure survival.
This conundrum brings us to our first exploratory research question of how does firm strength moderate the impact that divestiture activity on subsequent performance.
Firm strength has been identified as a main influencing factor that leads to firm divestitures, with the literature finding that divestitures are tool more commonly used by firms coming from positions of weakness (Chang, 1996; e.g., Duhaime & Grant, 1984; Markides, 1992) , though some studies have found no relationship (Bergh, 1997 ; e.g., Hayward & Shimizu, 2006; Xia & Li, 2013) . Even though firm strength has been linked to divestitures, it has been overlooked as a mediating factor of the potential benefits that firms can attain by divesting.
Data and Methods
We explore this research question on a sample of 503 firms operating in the global pharmaceutical industry between 1978 and 2012. Two main archival sources were used to collect the data. Firm level data on company financials comes from COMPUSTAT, as was data on the segments for each of these companies. SDC Platinum was used to obtain the divestiture events, as well as some controls (e.g., acquisitions).
This setting is particularly relevant to explore this question, as the pharmaceutical industry has firms operating in the spectrum of firm strength, as well as a wide range of activity with regards with acquisitions and divestitures.
We use multiple measures of performance; given the inconsistency in results from previous studies, we seek to explore whether divestitures affect different measures of performance differently. We explore firm survival in the following year, relative to exit via dissolution or via acquisition. We also consider the sales growth as a measure of subsequent performance, measured as the difference in sales from year t to year t+1.
Return on Assets (ROA) and Net Income at year t are both used as alternative measures of accounting performance.
We measure firm strength as the firm's 2-year prior Return on Assets (ROA); we used two-years to provide more distance between firm strength and subsequent performance and thus reduce potential endogeneity biases. Divestitures are measured as a count of the number of divestitures at year t-1.
Several controls are included in the model to account for alternative explanations.
Prior sale growth (between t-1 and t-2) is included to account for trends in growth that may be driving subsequent performance. We include a diversification dummy, as it may impact the subsequent performance of firms. We also include a count of segments to account for differences in the ex-ante portfolio across firms. Firm size -measured as prior sales -, lagged R&D expenses, lagged financial slack -measured as cash over liabilities -and age are included to account for firm-specific characteristics that may impact subsequent performance. We also include a headquarters dummy that takes the value of 1 if the firm is headquartered in the United Stated and 0 otherwise, as firms operating in this economy may have more opportunities given the extent of development of the market to engage in more divestitures. As divestitures have been linked to acquisition activity, we include a count of prior acquisitions and a count of failed acquisitions to account for the role that these may have on the divestiture and subsequent performance. Table 1 below includes descriptive statistics for all these variables. Table 2 presents the results. Models 1 through 4 correspond to a multinomial logistic regression testing the mediating role of firm strength on firm survival vs. exit via acquisitions vs. exit via dissolution. Models 1 and 3 suggest that firms coming from positions strength are more likely to become targets for acquisition than to survive as independent companies, and that firms that do more divestitures also have higher chances of becoming a target for acquisition. Model 2 indicate that coming from positions of weakness are more likely to dissolve than to remain operational, and divesting does not seem to have any impact on avoiding or leading to dissolution; Model 4 further shows that divesting -either from positions of weakness or strength -does not have an impact on subsequent survival. In contrast, Model 3 shows that firms coming from positions of strength that engage in divestitures are less likely of becoming a target for acquisition, and thus have higher odds of survival. Thus, the combination of these results suggest that firms coming from positions of strength that engage in more divestiture activity have higher odds of surviving and avoid becoming a target for acquisition. Overall, these results indicate that divestitures tend to be positively associated with subsequent improvements in performance. Specifically, we find that the more divestitures firms conduct are associated with an improvement in the odds of becoming a target for acquisition, though they don't really have an effect in protecting firms from dissolution; divestitures also tend to be positively associated with both subjective and objective measures of subsequent performance: the more divestitures firms conduct is positively associated with subsequent improvement in sales growth, return on assets, and net income. 
We explore the mechanisms on the same set of 503 firms operating in the global pharmaceutical industry between 1978 and 2012. In order to fully understand the role of divestitures and the mediating role of firm strength on subsequent performance, we show here multiple mechanisms tests to assess what resources are being freed and how they are being reinvested in the organizations. We thus have multiple dependent variables to test these mechanisms.
To test the first part of the question -what resources do divestitures free -we use two different measures. First, to measure the extent to which divestitures free financial resources we use Cash -measured as the cash and cash equivalents in year t -as a dependent variable; given the continuous nature of the variable, a random-effects paneled OLS regression was used as a specification. To explore the extent to which divestitures free managerial resources we used the count of the number executives in the Top Management Team (TMT); random-effects paneled OLS is also used as a specification here (sensitivity analyses using Poisson and Negative Binomial offered the same results).
To explore how the resources were reinvested, we look at 5 different mechanisms.
First, the freed resources can be reinvested in subsequent acquisitions; thus, we use a count of Acquisitions at time t; given that the nature of this variable is a count, a negative binomial specification was used to test the relationships. We also explore whether the increase in sales is coming from internal or external sources; we measure internal as the sales growth incurred by firms that do not engage in acquisitions, and external as the sales growth of firms that engaged in at least one acquisition. A paneled OLS specification was used for both of these variables. We also explored the extent to which firms reinvest in R&D; if divesting allows firms to free resources that can be reinvested in new areas, one way of doing so would be through exploration of new avenues. We measure R&D as expenditures in research and development at year t. Finally, firms can reinvest their freed resources within the organization; particularly for firms in the pharmaceutical industry, sales force has been considered as the driving force for revenues. Thus, we use Selling, General & Administrative Expenses (SGA) to see the extent to which the resources divested are reinvested in further the operations of the remaining resources in the organization. A paneled OLS regression was also used for this variable.
We include a similar set of controls as in the previous set of regressions. We control for firm size by including the lag of sales; we also control for trends in growth by including sales growth between t-2 and t-1. We include a diversification dummy that takes the value of 1 if the firm is diversified beyond pharmaceuticals, and 0 if the firm specializes in this sector. We control for R&D expenses, as in this industry firms that invest largely in R&D may have a different background; we do this by included the lagged expenditures the firm incurred in R&D. We also include a count of segments to account for potential differences in the portfolio of businesses a firm may have that could drive the divestiture activity, firm strength or their relationship with the underlying mechanisms being tested. We include financial slack, measured as the one-year lag of the quick ratio (cash and cash equivalents over current liabilities) to account for potential differences in how pressed for financial resources. We also control for the previous count of acquisitions as well as the previous year's failed acquisitions, as they may drive the need for specific types of resources and how they are reinvested. We include firm age and headquarters (takes the value of 1 if the firm is based in the United States) to account for potential differences in the profile of firms. Finally, we control for the industry median ROA in the previous year to account for industry-level profitability that may drive the opportunities firms may face with regards to sellers to whom they can divest resources. Table 3 shows the results for the tests of what resources are being freed by divesting and where they are reinvested. Models 1 and 2 provide results of how firm strength and divestitures shape the freeing of financial resources. Firm strength does not seem to drive the subsequent access to cash; however, firms that engage in more divestitures subsequently have larger access to financial resources (Model 1). More interestingly, though, this latter effect is even stronger when the divesting firms are coming from positions of strength (Model 2). This suggests that stronger firms that engage in more divestitures have subsequently more financial resources.
Results

--------------------------------Insert Table 3 About Here --------------------------------
Models 3 and 4 show the extent to which divestitures free managerial capacity.
Model 3 indicates that neither firm strength nor divestitures lead to subsequent increases in the TMT's size. Model 4 further indicates that there is no difference in the size of the TMT after divesting for firms coming from positions of either weakness or strength. Even though this effect is non-significant, it is still meaningful, as it suggests that even though firms may have a lower resource base post-divestiture, the fact that the size of the TMT does not decrease suggests that they have a higher capacity to focus on the remaining set of resources.
The abovementioned results combined suggest that divestitures allow firms to free Interestingly, however, we find that the more firms coming from positions of strength engage in divestitures, the more likely they are to reinvest it in operational activities (Model 14), and we find no effect of this on R&D. This interesting result suggests that firms coming from positions of strength reinvest the freed resources to further improve their base of operations in efforts to remain strong in subsequent periods. We identify different mechanisms driving this relationship. First, we explore what types of resources are being freed -financial or managerial -and second, we study how those resources are being reinvested. Divestitures allow firms to free financial resources, particularly so for firms coming from positions of strength. This is consistent with the previous literature that suggests that firms use divestitures as a way to raise financial capital, but the argument has been that this is so for firms coming from positions of weakness as they are in need to repay debt in efforts to retrench. Interestingly, we find that the effect is more pronounced for firms coming from positions of strength, suggesting that they are in a better position to proactively engage in divestitures and can choose which resources from their portfolio no longer fit with the larger efforts of the organization. Moreover, we find no effect on the impact that divestitures and firm strength have on managerial capacity; this lack of effect is interesting, as it implies that firms do not decrease their managerial capacity after divesting, thus suggesting that there is a higher managerial capacity post-divestiture to reinvest it in the remaining or new operations of the firm.
CONCLUSION
To further the analyses, we explored how firms reinvested the financial and managerial resources freed by divesting. Firms that engage in more divestitures subsequently seem to engage in more external growth, regardless of whether they are coming from positions of weakness or strength. A more thorough review indicates that firms coming from positions of strength do less acquisitions in regards to count, but their sales grow more via external sources; this suggests that stronger firms may engage in less number of acquisitions, but these acquisitions may be larger and more profitable.
Moreover, this subsequent increases in performance for firms coming from positions of strength that engage in large number of divestitures seem to be coming from reinvestments in the remaining operational activities of the firm.
The work contributes to the resource based view of the firm and the overall literature on divestitures. For the resource based view, the work offers insights on how firms use divestitures as a mode of reconfiguration that allows firms to trade in the assets they have to free financial and managerial resources, and explores how these resources are later reinvested. Firms coming from positions of strength improve their odds of survival and rates of growth when they engage in more divestitures, whereas firms coming from positions of weakness improve their accounting measures of performance.
These differences are seen based on what resources firms free and how they reinvest them -stronger firms can proactively choose the resources they want to free as well as the timing of the divestiture, and thus can raise more financial resources that can be later reinvested both externally via acquiring highly profitable units, as well as reinvesting in the operational activities of the firm. Most centrally, this paper provides evidence of a complement to Penrose's (1959) insights about paths to growth, in which firms tend to build on and extend their existing resource bases. We show that eliminating existing resources offers a means for increasing subsequent performance by freeing financial and managerial resources that opens new avenues for growth.
It also contributes to the literature on divestitures, as it sheds light on how firm strength mediates the impact that divesting has on subsequent performance, and highlights that the divestiture benefits on subsequent performance firms coming from positions of strength may be on different types of performance measures than for those coming from positions of weakness. This paper sheds light on why the literature has found mixed results on the relationship between divestitures and subsequent performance, and has shed light on the mechanisms by which these differences arise. This paper has limitations that provides avenues for ongoing research. First, this study explores a single industry; future work on this topic will collect data on other industries in order to assess generalizability of the results. Second, this paper explores a limited set of mechanisms that play a role in the relationship between divestitures and subsequent performance; further studies can expand our understanding by looking more in-depth the nature of the resources divested, as well as the nature of the reinvestment of resources within the firm. Third, further studies should continue teasing out the causal connections between divestitures and subsequent performance, and even divestitures and their relationship with other modes of reconfiguration.
Table 1. Descriptive Statistics
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20) (21) (22) (23) ( 1 06 -0.12 -0.38 -0.23 -0.12 -0.18 -0.27 -0.17 -0.17 -0.23 -0.24 -0.12 0.11 -0.23 -0.22 -0.57 -0.27 Industry median 264.087 (3, 955.4 
